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FOR

THE OFFICE OF REGI, LATORY STAFF

DOCKET NO. 2009-5-G

IN RE: ANNUAL REVIEW OF PI.RCHASED GAS ADJUSTMENT tie GAS

6 PLRCHASING POLICIES OF SOUTH CAROLIVtA ELECTRIC AND GAS

COMPANY

9 Q. PLEASE STATE YOUR NAME, BUSINESS ADDRESS AND

10 OCCUPATION.

11 A. My name is Roy H. Barnette. My business address is 1401 Main Street,

Suite 900, Columbia, South Carolina, 29201. I am employed by the South Carolina

13 Office of Regulatorv Staff ("ORS") as an Audit Manager.

14 Q. PLEASE STATE YOUR EDUCATIONAL BACKGROUND AVD

16 A.

17

18

19

20

21

22

23

EXPERIENCE.

Following a six year enlistment in the United States Marine Corps, I

received a B.S. Degree in Business Administration with a major in Accounting

from the University of South Carolina in 1968. From 1968 to 1971, I was employed

with S.D. Leidesdorf and Company, a national CPA firm in Charlotte, North

Carolina. In 1972, I entered the private business sector, where I was employed by

' Bagnal Builders Supply Company, Inc, , here in Columbia, serving as Senior Vice

President and Chief Financial Officer from 1972 until September 1999. From

September 1999 until December 2004, I was employed as a member of the Audit
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1 Staff of the Public Service Commission of South Carolina ("Commission" ) where I

2 participated in cases involving the regulation of gas, water and wastewater

3 companies. In January 2005, I began my employment with the ORS.

4 Q. WHAT IS THE PURPOSE OF YOUR TESTIMONY INVOLVING SOUTH

5 CAROLINA ELECTRIC & GAS COMPANY, INC. , IN THIS DOCKET?

6 A. In Docket No. 87-426-G, Order No. 87-898, dated August 14, 1987, the

7 Commission instituted an annual examination of the Purchased Gas Adjustment

8 ("PGA") and Gas Purchasing Policics of South Carolina Electric & Gas Company

9 ("SCE8cG" or the "Company" ). In accordance with thc above refercnccd order, the

10 ORS Audit Staff has examined the Company's gas costs for the extended review

11 period of March 1, 2008 through July 31, 2009. The purpose of my testimony is to

12 present ORS Audit Department's findings and recommendations resulting f'rom our

13 examination of the Company's gas costs for this period.

14 Q. HOW MANY MONTHS ARE INCLUDED IN THIS REVIEW PERIOD?

15 A. Seventeen. The current review period covers the months of March 2008

16 through July 2009. The parties requested, and thc Commission granted, this change.

17 Future review periods should include twelve months.

18 Q. WHAT ARE THE MOST RECENT COST OF GAS FACTORS FILED

19 WITH THIS COMMISSION?

20 A.

21

22

23

In PGA Docket No. 2006-5-G, Order No. 2006-679, dated November 13,

2006, the Company was authorized, after proper notification to the Commission,

ORS and the South Carolina Energy Users Committee ("SCEUC"), as sct forth in

thc Settlement Agreement, to adjust its cost of gas factors on a monthly basis for
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material differences of S0,01 per thcrtn or morc in any cost of gas factor beginning

with the ftrst billing cycle of each month. These factors werc adjusted during thc

months of March, May, June, July, August. September, October, and Vovember of

2008 and January, Fcbru'Iry, April, and Junc of 2000. The Company Demand Cost

of Gas Factors ("DCOCr") and Commo(hty (.'ost of Cias I-actors ("CCOO") werc as

6 listed below:

7 DCOO Ver 'I'hcrln As of Feb. 2)( 2008 As of July 31 20()')

Residential $0.21273 SO. 17304

Small/Mcd. Crcncral Service 'IJ0. 14762 $0. 11630

10 Large Crcncral Service S0. I 846 S $0.21111

11 CCOCJ Per 'I'berm $0.I( J(633 $0.5 J(1 62

12 Q. DID ORS CON DU C'I' AN EXAM I V ATION OF T H F. CONI PAN Y'S

13 (OVER)/LJNDER REVENUE COLLEC". I'ION CALCULATIONS?

14 A. Ycs. ORS has examined the Company's Cumulative (Over)'( Jnder

Collection calculations for the reviev, period ended July 31, 2000, and traced

16 amounts to the hooks and records ot the (:ompany and to supporting

17 documentation.

IJ( Q. IV CONNEC/I'ION EVITH YOI R TFSTIMONY, DID YOl) PREPARE, OR

10 CAIJSE 'I'0 BE PREPARED. CERTAIV FXHIBITS?

20 A. Ycs. Audit Fxhibit RHB-I through Audit I'xhibit RHB-6 are attached to my

21 testimony.

22 Q. PLEASE EXPLAIV THE FORMAT USFD IN AIJDI'I' EXHIBIT RHB-I.

THE OFFICE OF RE(.L!I,ATORY STAFF
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1 A. Audit Exhibit RHB-1 presents thc Company's Cumulative (Over)tUnder

Collection calculation by month for the review period ended July 31.2009.

~ Column (1) represents total Firm C'ommodity Costs.

~ Column (2) contains the Firm Sales Thcrms.

10

12

16

17

~ Column (3) calculates the Commodity C'ost per Themi by dividing tlie 'I otal

Firm Commodity Cost shown in C'olumn (1) by Total Firm Sales Thenrts

shown in Column (2).

~ Columii (4) is thc Billingr Commodity Cost per Therm or the actual rate billed

by SCEE.Ct to its lime customers as commodity cost. These Billing Costs per

therm v, ere adjusted in accordance with Order Vo. 2006-679.

~ Column (5) shows the difference between the actual cost per therm and the

billing cost per thenTI.

~ Column (6) reflects the C'ommoditv (Over)t'Under Collection 1'or each month

which is calculated by multiplxdng the volume in Column ( ) by the

Difference in Column (5) and includes the calculation of recoverable carrying

costs associated tvith Commodity (Over), 'Under collection. Additionally.

Column (6) reflects, on a monthly basis, thc commodity cost of &ras

associated with accounts deemed uncollectible, as approved by Cominission

Order No. 2006-679 dated Vovember 13. 2006.

20 ~ Column (7) presents thc Demand Cost (Over)r Under Collection component

21 which is calculated on Exhibit Rl)B-2, and the calculation of the recoverable

22 carrying costs associ;ited with the Demand (Over), 'Under collection.
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~ Column (8) presents supplier and Company corrections and adjustments,

subsequently vcrificd by ORS.

~ Column (9) presents the Total Monthly (Over)/I. Jndcr Collection which

summarizes the current month (over) or under collection and any prior month

adjustments posted in the current month.

~ Column (10) shows the Cumulative (Over)/Under Collection balance by

month and at the end of thc review period.

8 Q. PLEASE EXPLAIN THE CALCULATION OF CARRYING COST.

In accordance v ith Order No. 2006-679, carrying cost is computed using

10

]2

13

14

16

the rate of interest, as of the first day of each month, for 10-year I J.S. Government

Treasury Bills plus an all-in spread of 65 basis points, not to exceed 6%, and shall

not be applied to (Over)/Under-Collection balances in cxccss of $20 million. Thc

computed carrying costs for both Coimnodity and Demand arc shown, by month, in

Columns 6 and 7, respectively, of Audit Exhibit RHB-1. These carrying costs have

been recalculated and thc rates verified to those published in the Wall Street Journal

on the first day of each month.

17 Q. ARE THERE ANY ADDITIONAL FACTORS INCLUDED IN AUDIT

EXHIBIT RHB-I WHICH AFFECT THE (OVER)/UNDER

CALCULATION FOR THIS REVIEW PERIOD?

20 A.

21

22

23

Yes. There arc two (2) additional factors included in Audit Exhibit RHB-I

the explanations of which are as follov s:

(I) In Order No. 2006-67(), thc Commission authorized thc Company to "recover

its uncollectible gas costs through the commodity cost of gas beginning with the

TIIF OFFICE OF RECIILA'fORY STAFF
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first billing cycle in November 2007 and timed to coincide v'ith imy rate adjustment

approved as a result of SCEE Ci's 2007 Rate Stabilization A«t ('RSA") filing.
'

Beginning in November 2007 through Novcmhcr 2001(. the C:ompany bool ed a

monthly estimated amount I'&)r uncollectible gas costs. Thi» amount was estimated

by applying thc 2007 Rat« Stabilization Act ("RSA") bas C:ost Percentage of'Total

Revenues to thc Total of Residential, C'.ornmercial and Industrial accounts deemed

10

17

to bc uncollectible. I or the period November 2007 thn1ugh Nov«mber 2001( th«

total booked to «ommodity cost of gas was $4')1,012. In Dc«ember 200S the

company calculated thc actual commodity «ost ol gras component asso«iatcd with

tile Lili«oil««tible accounts for that period. The actual c;tlculitted;&mount was

$413,742. 'I'h«rcf'ore, the company made an adjustmcnt in thc amount of,'li77, 270 in

Dcc«mher 2008 to in«re;ise the over c&ille«tion I his amount is shovvn in Column N

of the exhibit; and,

16

17

70

22

(2) Prior to the filing of this testimony, the Company disclosed that, due to

incorrect rnetcr rcadingis at two (2) of its comm«rcial customers' facilities, correct

usage infoll11ation was not captured for billing purposes, during thc review period.

'I'he information provided to thc Cotnpany's billing inl'ormation system understated

thc amount of gras consumed by thcsc customers thereby r«suiting in under billings.

Thc C'.ompany recalculated the billings and provided that information to ORS. Thc

gras c&7st assn«iatcd with the dil'I'cren«e betwe«ri thc corrected billings and prior

billing» results in an adjustr)tent of ($107,001) within this review period. ORS

calculated interest in the aniount of'($1,810) on th«s«under billings, using the s;ime

TIIE OFEICE OE RECt:I.ATOM+ S FAEE
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carrying costs procedures sct forth above. The total under billings with intcrcst

therefore equals ($108,811) as reflected on Page 3 of Audit Exhibit RHB- L

3 Q. DURING THE REVIEW PERIOD, WHAT WERE THE TOTAL CARRYING

6 A.

COSTS AND UNCOLLECTIBLE GAS COSTS INCLUDED IN THE

(OVER)/UNDER COLLECTION CALCULATION?

Thc total carrying costs and uncollectible gas costs recorded during this

review period were $783,071 and $678,524, respectively.

8 Q. WHAT WAS THE CUMULATIVE (OVER)/UNDER COLLECTION

9 BALANCE AT THE END OF THE REVIEW PERIOD?

10 A. The total over collection at the end of the review period is ($6,001,812).

11 Q. PLEASE EXPLAIN AUDIT EXHIBIT RHB-2.

This exhibit shows the calculation of the Demand Cost (Over)/Under

13 Recovery by month, by customer class.

14

16

17

~ Net Firm Capacity Charges, Line (1) amounts are allocated to the thrcc

customer classes. For the months of August 2007 through October 2008 the

amounts were allocated using thc percentage allocation approved by the

Commission in Order No. 2007-595. Effective November 2008 the allocation

18 percentages were changed in accordance with, Order No. 2008-546.

19 ~ Line (2) contains the Actual Sales Thcrms for thc period rcportcd by class of

20 customer.

21

22

~ Line (3) prcscnts the Actual Demand Charges per Therm by customer class

and is a calculation of the Nct Firm Capacity Charges on Linc (1) divided by

thc Actual Sales Thcrms on Linc (2).

TllF, OFFICF, OF RECLILATORY STAFF
1401 Main Street, Suite 900

Columbia, SC 29201
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~ Linc (4) presents thc Projected Charges per Therm by customer class as

adjusted monthly by the Company filings with the Commission, ORS and

SCEUC.

~ Linc (S) is the Diffcrcncc between Actual Demand Charges pcr Therm and

Projected Charges per Therm by customer class.

~ Line (6) contains the Actual Sales Therms, for the period, reported by class of

customer.

10

~ Line (7) reprcscnts the (Over)/Under Demand Charges, by customer class,

calculated by multiplying the demand cost differences calculated on Line (5)

by the sales volumes shown on Line (6). The totals shown on Line (7) are

then carried forward, by month, to Column (7) on Audit Exhibit RHB-1.

12 Q. WHAT IS INCLUDED ON AUDIT EXHIBIT RHB-3?

14

15

17

Audit Exhibit RHB-3 shows the detail of gas held in underground storage

during thc review period. ORS has verified injections and withdrawals, by month,

for each of the storage fields on the Southcm and Transco interstate pipclines. Thc

Southern system's Customer Storage Service ("CSS") has two fields: Muldon,

located in Prairie County, Mississippi and Bear Creek, located in Bienville Parish,

18 Louisiana. Thc Transco system has four fields: General Storage Service ("GSS")

located in Potter and Clinton counties, Pennsylvania; Eminence Storage Service

20

21

22

("ESS")located in Covinfdon County, Mississippi; a Liquefied Natural Ctas Storage

Scrvicc ("LGA") located in Ctirlstadt, Ncw Jersey; and Washinldon Storage Service

("WSS") located in St. Liindry Parish, Louisiana. For the period under review. total

underground storage injections werc 6,426, 936 dekatherms at a total cost of

THE OFFICE OF REGL!I.ATORY STAFF
1401 Main Street, Suite 900
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I $51,209,394 which converts to an average injection rate of $7.97 per dckatherm.

2 Withdrawals tot tlcd S&,499,230 dekatherms at a total cost of $46,029,753 which

converts to an average withdrawal rate of $8.37 per dekatherm. 'I'otal underground

4 storag&e inventory at July 3I, 2009 equaled 3,!82,182 dekatherms with a total cost

ctf 825, S28, 168, or a weighted average cost of $7. 13 per dckatherm.

6 Q. 1(V'IIAT IS INCLUDED ON AL(DIT FXHIBIT RHB-4.

7 A. Audit Exhibit RHB-4 details, by month, total I.NC( inventory activities for

8 the Sallcy and Bushy Park I'acilities. ORS has verifted these inventories to the

9 books and records of th» Comp my, including inventory records. These inventories

10 are reported on a onc thousand cubic feet ("MCF") basis. Thi» exhibit summarizes

all the activity affecting inventory including& boil-off& v'tporization, liquefaction,

12 volume transt'ers between facilities, gas lost to atmosphere, volume adjustments,

transportation expenses and direct costs capitalized. Capitalized costs at both

14 facilities consist mostly of expenses associated with the liquclaction capabilitv at

th» Bushy Park tacility, some of which are allocated to Salley based on the ratio of

16 volume transported to Salley, when applicable. LNC& inventory on July 31, 2009

17 totaled I,292,951 MCI' at a total cost of $12,383,096& or a weighted average rate of

18 $9.58.

19 Q. %'HAT IS INCLUDED ON AUDIT FXIIIBIT RHB-5".

20 A. Audit Exhibit RHB-5 detail» thc results ot' the Company's hedging program

21

22

tor the period under res iew. In Order No. 2006-679, th» Commission authorized

SCEXCi's establishment and implementation of a Ifnancial hedging proyam to

begin effective fVovember I, 2006. Thc results, as shown in this exhibit, arc

THE Ol'FICE OF REOI,'I,ATORY STAFF
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10

12

rcflected in gitins or losses on a monthly basis net of brokerage fees, commissions

and related expenses resulting from the purchase of option» to buy gas futures

contracts I "Call Options" ), the purchase of options to sell gas futures contracts

("Put Options" ), thc purchase of futures contracts, and Sv "tp i. Swap» ai'c

india iduallv negotiated transactions between SA.&Ct and certain financial

institutions. The Company purchases these "Call" and "Put" options at various

strike price». The strike price is the specifie price at which a gas futures contract

could bc bought ("Call Option" ) or sold ("Put Option" ) if the options are exercised.

During thc review period the Company purchased a net of 158(I contracts for

Futures and Swaps. 1 he purchases and, 'or sales ol' these transactions were verified,

on a test basis, by tracing them to thc broker statements in detail, The operation of

the hetlging program, including tlic purcliase and sale of options'swap», related fees

and other expenses for the review period, resulted in an increase in the cost of gas in

the amount of $1,53'3,737. Since its inception, thc Company's hedging program has

increased the Cost of Cta» by $38, 105,003.

16 Q. ARE THERF. OTHFR FACTORS THA'I' NEED TO BE ADDRESSED IN

17 THIS HEARINC:.

18 A. Ycs. In hi» testimony at Pages 2 through 7 company witness Keith C.

20

21

22

Cotfer, Jr, discusses the Company'» recommendation for converting thc PCtA

proces» Irom a cycle-month sales calculation basis to a calendar-month sales

calculation basi». This change is proposed to match the monthly rex enucs from gas

sales to the cost ol' gas sold. The Commission approved a similar request by the

('ompany in its Annual Review of Base Rates for Fuel Costs. Docket No. 200()-2-I.',

TIII' OFFICE OF RF&rltI. %TORY . i'I'AFF
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l Ord«r 5'o. 00')- So. ORS has recieured the proposed chant. c and concurs )with the

recommendation.

3 Q. A'HAT ARF. ORS'S FliVDI )t'GS REGARDiib'G SGE8cI S GAS C:OSTS?

4 A. Based on the examination, and subject to the posting of the adjustments

described in this testimony. it is th«op(mon of ORS that ptas costs are accurately

f) stated and that amounts shoran fairly represent the Company's costs incurred for the

period March 200S throuuth July 00').

Q. DOES THAT GO%'C:I. III)K YOLIR I FSTIWIO'.SY?

') A. ')'«s. it docs.
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